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Notice To Readers
This practice alert is intended to provide auditors with information that may help them improve
the efficiency and effectiveness of their audits. This document has been prepared by the SEC
Practice Section Professional Issues Task Force and is based on the experiences of the individ
ual members of the task force and matters arising from litigation and peer reviews. It has not
been approved, disapproved, or otherwise acted upon by any committee of the AICPA.

Audits Of Employee Benefit Plans
Introduction

f

O C ertified
P u b lic

A ccountants

The SEC Practice Section Peer Review
Program, the AICPA Peer Review Program,
the AICPA Professional Ethics Division, as
well as the U.S. Department of Labor
(“DOL”), continue to note a high rate of defi
ciencies on audits of employee benefit plans.
These deficiencies primarily resulted from the
auditor’s failure to comply with professional
auditing standards and DOL reporting require
ments. Practitioners, whose work is consid
ered deficient by the DOL’s Pension and
Welfare Benefit Administration (“PWBA”),
could be referred to state licensing boards
and/or to the AICPA Professional Ethics
Division, and could face severe consequences,
including loss of license and loss of member
ship in the AICPA, if found to have performed
deficient employee benefit plan audits. Plan
administrators could face significant penalties
under ERISA section 502(c)(2) if found to
have filed deficient audit reports.

Employee benefit plans must meet a
number of specialized financial, operational
and regulatory requirements, and auditors
have certain responsibilities for testing com
pliance with certain of those requirements.
This Practice Alert is intended to assist audi
tors of employee benefit plans by providing
an overview of the governmental oversight of

employee benefit plans, the relevant financial
accounting and reporting standards and the
common deficiencies noted on such audits.
This Practice Alert also includes best prac
tices adopted by firms performing audits of
employee benefit plans and an overview of
current legislative developments which, if
enacted, would significantly change the way
employee benefit plan audits are conducted.
Governmental Oversight of Employee
Benefit Plans

The Employee Retirement Income Security
Act of 1974 (“ERISA”) was enacted to pro
tect the interests of workers who participate
in employee benefit plans and their beneficia
ries. To achieve this objective, ERISA
requires financial reporting to government
agencies and disclosure to participants and
beneficiaries, establishes standards of con
duct for plan fiduciaries, and provides for
appropriate remedies, sanctions, and access to
the federal courts. ERISA also provides for
substantial federal government oversight in
the operating and reporting practices of
employee benefit plans. The ERISA reporting
requirements and the plans subject to those
requirements are described in the AICPA
Audit and Accounting Guide, Audits of
Employee Benefit Plans, with conforming
changes as of May 1, 1997 (“the AICPA
continued on page J2
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Guide”). This Practice Alert addresses employee benefit plans that
are subject to ERISA.

Financial Accounting and Reporting Standards

FASB Statement No. 35, Accounting and Reporting by Defined
Benefit Pension Plans, established standards of financial accounting
and reporting for financial statements of defined benefit pension
plans, but did not establish standards for defined contribution plans
or health and welfare benefit plans. The AICPA Guide provides
comprehensive guidance, including the guidance prescribed by
FASB Statement No. 35, on accounting, auditing, and reporting
matters for defined benefit, defined contribution and health and
welfare benefit plans.
Employee benefit plans that are subject to ERISA are required
to report certain information annually to federal government agen
cies—that is, the DOL, Internal Revenue Service (“IRS”), and
Pension Benefit Guaranty Corporation—and to provide summa
rized information to plan participants. For many plans, the informa
tion is reported to the IRS on Form 5500, Annual Return/ Report of
Employee Benefit Plan, which includes financial statements and
certain supplemental schedules (for example, plan investments and
reportable transactions).

Common Deficiencies

The PWBA has established an ongoing quality review program to
enhance the quality of audit work performed by independent audi
tors in audits of plan financial statements that are required by
ERISA. The AICPA, working with the PWBA, has made a con
certed effort to improve the guidance available to auditors of
employee benefit plans, and has incorporated such improvements in
the AICPA Guide. The DOL strongly encourages the use of the
AICPA Guide in meeting the requirements contained in ERISA. A
complement to the AICPA Guide, the AICPA Audit Risk Alert,
Employee Benefit Plans Industry Developments—1997, (“the
AICPA Audit Risk Alert”) provides an overview of recent eco
nomic, industry, regulatory, and professional developments. Both
the AICPA Guide (Product No. 012336CLB5) and the AICPA Audit
Risk Alert (Product No. 022193CLB5) can be ordered from the
AICPA Order Department at 800/862-4272 by phone, or at
800/362-5066 by fax.
The PWBA, in their review of employee benefit plan audits,
has noted the following common deficiencies:
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• Inadequate audit program or planning documentation. Such defi
ciencies included lack of a specific audit program tailored to the
audit of employee benefit plans, failure to obtain/ review relevant
plan documents, failure to understand the operations of the plan or
current developments affecting the plan, and failure to address the
area of prohibited transactions in the audit program. (Chapter 5 of
the AICPA Guide provides guidance on audit planning, including
the limited-scope audit exemption.)
• Inadequate documentation of the auditor’s understanding of the
plan’s internal control. Such deficiencies included either no work
or significantly inadequate work with respect to obtaining a suffi
cient understanding of the plan’s internal control. (Chapter 6 of the
AICPA Guide provides guidance on internal control.)
• Inadequate documentation supporting the audit work performed
and insufficient procedures performed. Such deficiencies included
failure to perform sufficient audit work related to participant data,
benefit payments and/or plan obligations. (Chapters 9 and 10 of
the AICPA Guide provide guidance in these areas.) Also, in certain
instances, the auditor did not test the fair market valuations,
investment transactions or authorizations for investment transac
tions. (Chapter 7 of the AICPA Guide provides guidance on
investments.) In limited-scope engagements, the auditor did not
obtain the proper certification from the bank or insurance com
pany or the certification did not cover all of the plan assets.
(Paragraphs 7.51-7.52 of the AICPA Guide provide guidance on
limited-scope auditing procedures.) In audits of multi-employer
plans, the auditor performed inadequate work relating to the con
tributions received from contributing employers. In certain partici
pant directed plans, the auditor did not agree the allocation of
employee contributions to selected investment options. (Chapter 8
of the AICPA Guide provides guidance on contributions received
and related receivables.)
• Deficiencies in the auditor’s report. Such deficiencies included
failure to reflect a departure from generally accepted accounting
principles, and failure to report on all the years presented.
(Chapter 13 of the AICPA Guide provides guidance on, and exam
ples of, auditor’s reports.)
• Deficiencies in the note disclosures. Such deficiencies included
failure to disclose:
- the investments that represent 5% or more of the plan’s net
assets available for benefits (see paragraphs 2.26 (g), 3.28 (g)
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and 4.57 of the AICPA Guide);
- information as to whether or not the plan has received a
favorable tax determination ruling from the IRS (see para
graphs 2.26 (f), 3.28 (f) and 4.57 of the AICPA Guide);
- the priorities of distribution of plan assets upon termination
of the plan (see paragraphs 2.26 (c), 3.28 (c) and 4.57 of the
AICPA Guide);
- the funding policy of the plan (see paragraphs 2.26 (d), 3.28
(d) and 4.57 of the AICPA Guide);
-information regarding the method and significant assump
tions used to determine the actuarial present value of the
plan’s accumulated plan benefits as required by FASB
Statement No. 35 (see paragraphs 2.20 - 2.24 of the AICPA
Guide).

• Failure to comply with ERISA’s or DOL’s reporting and disclosure
requirements. The most common reporting and disclosure defi
ciencies were as follows:
- the auditor’s report failed to extend to one or more of the
required supplemental schedules (see paragraphs 13.09-13.18
of the AICPA Guide);
- the required supplemental schedules failed to include all the
necessary information pursuant to ERISA and DOL regula
tions (see Appendix paragraphs A.51(b) and A.69-A.75 and
Exhibit A-1 of the AICPA Guide);
- the plan administrator inappropriately invoked the limited
scope audit exemption when the financial institution holding
the plan’s assets did not qualify for such exemption because
it was not a bank or similar institution or an insurance com
pany (see Appendix paragraphs A.57 - A.58 of the AICPA
Guide);
- the statement of net assets was not presented in comparative
form as required by DOL regulations (see Appendix para
graph A.51(a) of the AICPA Guide);
- the notes to the plan’s financial statements failed to include
certain information required by DOL regulations (for exam
ple, a note reconciling financial statement amounts to
amounts reported in Form 5500 Series Annual Report) (see
Appendix paragraph A.51(c) of the AICPA Guide);
- the audit was of the trust rather than of the plan (see
Appendix paragraph A.55 of the AICPA Guide).

Best Practices

To assist practitioners and CPA firms improve audit quality related
to audits of employee benefit plans, and to reduce related enforce
ment and litigation risks, best practices being used by firms in per
forming audits of employee benefit plans are noted below. These
best practices were adapted from an article titled, "A Warning to
CPAs on Employee Benefit Audits," by David M. Walker, CPA, in
the June 1996 edition of the Journal of Accountancy (reprints may
be obtained from the AICPA library at 800/862-4272; available for

AICPA members only). The best practices are as follows:
• Assign professionals trained in auditing employee benefit plans—
preferably at the manager and/or senior level—to employee bene
fit plan audits, especially for higher-risk engagements. Factors that
could be indicative of an employee benefit plan audit being of
higher-risk include, among other things: plan sponsor financial
difficulties; significant underfunding; volatile or illiquid invest
ments (for example, real estate and derivatives); plan amend
ments; changes in actuarial estimates or methods; plan merger,
consolidation or termination; settlement of obligations or curtail
ment of accrual of benefits; initial audits; existence of prohibited
transactions or unusual party-in-interest transactions; weak control
environment (little or no direct plan sponsor involvement with
plan administration); change in trustee, custodian or record
keeper; report in accordance with Statement on Auditing
Standards No. 70, Reports on the Processing of Transactions by
Service Organizations, not available from trustee, custodian or
third-party administrator; recent IRS or DOL investigation; and
accounting changes.

• Perform second (concurring) reviews on higher-risk engagements
(see above for factors that could be indicative of an employee ben
efit plan audit being of higher-risk). (Concurring partner reviews
are required for members firms of the AICPA SEC Practice
Section who audit plans that file Form 11-K.)
• Coordinate responsibility for employee benefit plan audits
between audit and tax staff, so that qualified tax staff review the
plan’s tax status, transactions with parties-in-interest, and Form
5500.
• Ensure that engagement personnel have access to current guidance
(see “Common Deficiencies” section above for a discussion of the
AICPA Guide and the AICPA Audit Risk Alert).
• Ensure that engagement personnel have adequate training in
employee benefit plan audits and any other related matters. (The
AICPA sponsors an annual national conference on employee ben
efit plans, which provides a hands-on interactive workshop in
auditing, taxation, Form 5500, plan administration, and multi
employer plans; question and answer sessions with industry
experts and government officials directly responsible for regulat
ing employee benefit plans; and updates on all the recent and pro
posed employee benefit plan legislative and regulatory matters.
The AICPA also offers two self-study courses—Employee Benefit
Plans I: Accounting Principles and Employee Benefit Plans II:
Audit Considerations. To obtain further information about the con
ference and the two self-study courses, call 800/862-4272.)

•Use standardized engagement tools and documentation
approaches. (The AICPA has published checklists for defined ben
efit, defined contribution and health and welfare plans. The checkcontinued on page J4
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lists include both industry specific and general disclosure require
ments, and can be ordered from the AICPA Order Department at
800/862-4272.)
• Ensure that the CPA firm's internal quality review program
addresses employee benefit plan audit engagements and that
reviews are performed by qualified personnel.
• Use technical hotlines and support services provided by the
AICPA and various state societies. (The AICPA’s Technical
Information Division offers a hotline for accounting and auditing
practice questions, and can be reached, free of charge, at
800/862-4272. The AICPA’s Tax Information Phone Service
(“TIPS”) offers a hotline for federal, state and local tax questions,
and can be reached at 888/777-7077, option 3, or members can
submit questions through the AICPA Web site (www.aicpa.org).
TIPS charges a fee of $3 per minute from January 15 to April 15
and $2 per minute the rest of the year, whether the query is by
phone or through the Web site. The fee is billed to the member’s
MasterCard, Visa or Discover credit card.) Also, the PWBA
encourages auditors and plan filers to call its Division of

AICPA
Accounting Services at 202/219-8794 with ERISA-related
accounting and auditing questions and questions regarding prepa
ration of Form 5500. Questions concerning filing requirements
should be directed to the PWBA’s Division of Reporting
Compliance at 202/219-8770.
• Consider engaging the services of another CPA firm, experienced
in employee benefit plan accounting, audit and ERISA matters,
when necessary and appropriate.
Implementing these best practices can significantly improve
audit quality and client service and reduce related enforcement and
litigation risks.

Pension Audit Legislation

Legislation has recently been introduced which, if enacted, would,
among other things, repeal the limited-scope audit exemption, man
date independent quality control review, and mandate specific con
tinuing professional education requirements. Practitioners should be
alert for new developments in this area.

Comments or questions on this alert should be directed to the AICPA Division for CPA Firms at 800/CPA-FIRM.

